CHAPTER III
THE IMPLICATIONS OF REFLEX INFLUENCES UPON CHANGES IN
MONEY BATES OF WAGES ON THE MONEY WAGES BILL
§ 1. we now come to a matter of crucial importance. When
aggregate money income, and, through it, the money wages
bill, is raised by public finance operations, it is prima facie
to be expected that there will be a responsive rise in the rate
of money wages. In the last chapter the character of this
tendency and the implications to which it leads were worked
out on the assumption that the induced movements in money
wage rates do not themselves in turn set up any reflex move-
ments in aggregate money income, and so in the money wages
bill. But this assumption does not, in general, conform to the
facts. Reflex movements are set up. We have now, therefore,
to study the nature of these movements and to inquire how
far their existence makes it necessary to modify the results
reached in the last chapter.
§ 2. If money wage rates rise and the money wages bill
, does not rise, employment and real income must be con-
tracted. This entails that the amount of resources which the
public as a whole axe willing to offer for investment in response
to a given prospect of returns is contracted. The prospect of
returns (demand schedule for investment) being given, this
entails, with a normal banking and monetary system, namely
one under which higher rates of interest and larger money
incomes are associated together,1 an upward movement in the
rate of interest. This in turn, in the manner to be described
in Chapter V, evokes a transfer of money from passive to
active balances accompanied by an increase in bank loans,
with the result that aggregate money income and the wages
bill are increased. Thus the supposition set out at the be-
ginning of this paragraph, that money wage rates rise and
the money wage bill does not, turns out, when its implications
are examined, to be self-contradictory. Granted, however,
that the proportionate part of aggregate money income consti-
tuted by the money wages bill is not sensibly altered, the
1 Cf. post, Chapter V, § 9.
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